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Two recent studies by the UN and the World Bank estimate that the regional economy will grow by
less than 3% in 1996 and 1997. Although a noteworthy improvement over the economic recession
of 1995, such sluggish growth levels foreshadow a worsening of poverty during the next two years
given that the GDP must grow by more than 4% per annum just to stall the spread of indigence
in the region. And, for any significant reduction in poverty to take place, the region would have to
achieve at least a 6% growth rate each year for the next five years.
In 1995, the regional economy slipped into recession as a result of the Mexican financial crisis
that exploded in late 1994. Last year, the regional economy as a whole grew by just 0.6%, a huge
drop from the 4.5% growth rate registered in 1994 and well below the annual average of 3.6%
growth recorded during the 1991-1994 period. The sharp plunge in output was the result of a steep
depression in Mexico, plus major economic slowdowns in Argentina and Uruguay. Last year, the
Mexican economy plummeted by 7%, the worst annual contraction in that country's history. The
Argentine economy also dropped by 2.5% and the Uruguayan economy by 1.5% (see NotiSur,
11/16/95 and 01/18/96).
In early 1996, the governments of those three countries predicted major economic turnarounds
this year, which led to some optimistic estimates of full recovery throughout the region by 1997.
In fact, in January the UN's Economic Commission for Latin America and the Caribbean (ECLAC)
prematurely predicted that regional GDP could climb by nearly 4.5% in 1996 (see NotiSur, 04/18/96).
Nevertheless, according to two new studies, although the regional economy is expected to rebound
noticeably this year, growth rates will remain well below the 1991-1994 period.
In mid-May, the World Bank released its report on global economic perspectives, which primarily
focused on economic performance in developing countries. According to the report, at best the
GDP for Latin America and the Caribbean will expand by only 2.6% per year in 1996 and 1997.
The regional economy is not expected to climb above the average 3.6% per year growth that was
achieved in the 1991-1994 period until after 1998, when the World Bank forecasts a GDP increase
of 3.8%. And, above 4% annual average growth is not expected to be achieved again until at least
the year 2000. The report, which compares the average growth rate of the ten-year period from
1986 to 1995 with projections for the next decade (1996-2005), forecasts continued improvement in
the region's fiscal and monetary stability. For example, the World Bank predicts that the average
regional inflation rate will drop to 8.7% in the 1996-2005 period, compared with 20.4% in the
1986-1995 period.
The current-account deficit is also expected to drop to an average rate of 1.5% of GDP during the
next decade, compared with 1.7% during the previous decade. Nevertheless, overall the annual
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average rate of growth for the next decade is not expected to surpass 3.8%, compared with 2.4%
during the 1986-1995 period. And per capita GDP is only expected to climb to an annual average of
about 2.3% during the next ten years, compared with 0.4% in the previous decade. The World Bank's
growth estimates are reinforced by similar predictions from the UN, which were published in June
as part of a survey of the global economy written by the UN's Department of Economic and Social
Information. The survey predicts only a 2.5% expansion of the regional economy this year.
Extremely slow recoveries in Mexico, Argentina, and Uruguay are largely to blame for the sluggish
growth regionwide, according to the UN. Growth is not expected to surpass 2% this year in any
of those countries, and may even be lower than that. In addition, growth levels in three other
large economies in the region Brazil, Colombia, and Peru are expected to slow noticeably this
year compared with 1995, although the survey did not offer concrete predictions on GDP in those
countries. "Lukewarm is the best way to describe economic growth in the region," said Nancy
Birdsall, vice president of the Inter- American Development Bank (IDB).
The World Bank and the UN cite two central reasons for the sluggish recovery this year, both of
which also help explain the region's inability in recent years to achieve substantial growth rates.
By all accounts, economic expansion has been "moderate" at best in the post-debt-crisis period.
First, both institutions emphasize the extremely low rate of domestic savings in nearly all the Latin
American and Caribbean countries, which severely limits the amount of capital available to invest in
productive activities. Currently, domestic savings rates throughout the region average between 16%
and 17% of GDP, but the UN's ECLAC stresses that savings rates must climb to a minimum of 25%
of GDP for the region to have the capital necessary to substantially increase growth rates.
At the same time, ECLAC and the World Bank say that the rate of investment in productive activities
must grow to a minimum of 28% of GDP, about seven percentage points more than the current
rate. In comparison, the Asian countries invest on average about 36% of GDP, and this year the
average rate in that region is expected to surpass 40%. The lack of domestic savings has forced the
Latin American nations to rely heavily on foreign capital to finance investments, which, in turn,
has severely weakened the banking systems in most countries and made sustained investment and
growth extremely vulnerable to fluctuations in external capital flows.
Heavy reliance by Mexico on volatile, short- term loans from foreign investors to finance that
country's chronic current-account deficit was the central cause of the financial crisis that gripped
Mexico during 1995, and similar imbalances in Argentina led to a recession in that country as well
(see NotiSur, 01/12/95, 02/02/95, 02/23/95, 03/16/95, 05/25/95, and 09/28/95). Second, ECLAC and
the World Bank say that the majority of Latin American countries suffer from very low levels of
productivity and competitiveness, which substantially impede the region's growth potential since
much less wealth is produced for every dollar invested compared with other highly productive
regions, such as Asia. According to ECLAC, insufficient attention has been given to strengthening
the region's technological base and human resources. "Such errors require urgent rectification,"
states ECLAC in a new report on regional productivity. "It has already been shown that emerging
competitiveness now depends not so much on advantages in terms of wage costs or natural
resources as on the quality of human resources and the technological capacity and competitive
strategy of enterprises."
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Given the sluggish growth forecasts for the next two years, the UN warns that poverty conditions
in the region may worsen noticeably, possibly leading to social unrest in some countries. "The slow
recovery foreshadows the possibility that social pressures will increase given that unemployment
has grown or has remained very high in many countries in the region," read the UN report on the
economy in June. Indeed, if the forecasts of 2.5% to 2.6% expansion are accurate, it would clearly
worsen the employment situation throughout the region, since the economically active population
grows at an average rate of 3.3% per year, according to ECLAC estimates.
Moreover, while the economy must grow at least by 3.3% just to deter the slide in employment
opportunities, the IDB estimates that, to stem the spread of indigence in the region, the regional
GDP must increase by about 4.5% per year. And, according to a separate ECLAC study on economic
growth and poverty in Latin America, for the region to achieve any significant reduction in the
current levels of indigence, the regional economy would have to grow by a minimum of 6% per year
for a period of five consecutive years. As a result, the study concludes that, even though the region
overcame the debt crisis of the 1980s, economic growth during the first half of the 1990s has been far
below the level needed to even scale the incidence of poverty back to pre-debt-crisis levels.
"During the early 1990s, the incidence of poverty remained alarmingly persistent," reads the report,
published during ECLAC's biannual review of regional economic conditions and trends, held in
Costa Rica April 15-20. "While some countries did manage to reduce this considerably, poverty
levels in general continued to be higher than before the crisis and, in most cases, growth rates alone
have been insufficient to bring about significant reductions."
According to earlier studies by ECLAC, between 1980 and 1990, the number of people living below
the poverty line climbed by 60 million from 136 million to 196 million thus raising the percentage
of the total population considered poor from 41% to 46%. At the same time, the number of people
living in extreme poverty grew from 62.4 million to 93.5 million, or from 19% to 22% of the total
regional population (see NotiSur, 09/22/94 and 01/04/96).
Moreover, in its latest report in April, ECLAC emphasized that the gap between the rich and poor
in Latin America and the Caribbean continues to grow. Since the late 1980s, only Colombia and
Uruguay achieved lower levels of inequality than the levels prior to the debt crisis, and, in the
case of Colombia, it was only a temporary improvement, according to ECLAC. "Even Chile, where
the process of economic transformation has matured and which is now on the path to sustained
growth, emerged from the crisis with a level of inequality that was the same or higher than before
and has been able to reduce it only marginally during the recent growth phase," reads the ECLAC
report. "In the other economies, current levels of inequality are significantly higher than before
the crisis." [Sources: Notimex, 04/12/96, 04/15/96, 04/20/96, 05/09/96, 05/17/96; Associated Press,
06/19/96; CEPAL News (UN-ECLAC), June 1996, July 1996; Agence France-Presse, 04/17/96, 05/07/96,
05/18/96, 05/29/96, 06/03/96, 06/05/96, 06/07/96, 06/14/96, 07/01/96, 07/02/96; Inter Press Service,
04/10/96, 04/18/96, 04/20/96, 05/28/96, 06/12/96, 07/04/96; Reuter, 04/15/96, 04/21/96, 05/01/96,
05/10/96, 06/03/96, 06/23/96, 06/25/96, 07/02/96, 07/04/96; New York Times, 06/03/96, 07/15/96;
Agencia Centroamericana de Noticias-Spanish news service EFE, 07/17/96, 07/18/96]
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